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National Exchange Carrier Association CC Docket No. 93-123

Universal Service Fund and

)
)
Revisions to Tariff F.C.C. No. & ) Transmittal Nos. 518, 527, 530
)
)
Lifeline Assistance Rates )

Adopted: April 20, 1993; Released: April 23, 1993
By the Chief, Camon Carrier Bureau:
I. INTRODUCTION AND BACKGROUND

1. On February 5, 1993, the Camon Carrier Bureau released an order
initiating an investigation into the lawfulness of the Universal Service Fund
(USF) rate increase filed by the NatJ.onaJ. Exchange Carrier Association, Inc.
(NECA) in Transmittal Nos. 518 and 527.1 The USF program was established by
the Camission to pramote affordable telephone service among high cost local
exchange carriers (LECS).2 In Transmittal 518, NECA proposed an increase of
$60 million above the current six-month USF reverue requirement of $309
million. Trangmittal 527 revised the increase downward to $58.5 million,
reflecting corrections made by same local exchange carriers. 3 NEGA’s proposed
USF rate was opposed by American Telephone and Telegraph Campany (AT&T) and MCI
Telecamumications - Corporation (MCI), who both argued that the USF revenue

INational Exchange Carrier Association, Transmittal Nos. 518, 527, 530,
Order, DA 93-136, released February 5, 1993 (Com.Car.Bur.) (Suspension Order).
We had previously allowed unopposed portions of the trangmittal to take effect
on January 1, 1993, i.e., the Lifeline Assistance rate, and that portion of the
USF increase pertaining to the final step of an eight-year transitional phase-
in of the USF expense adjustment based on the existing revenue requirement.
Special Permigsion No. 92-995, granted December 30, 1992. (See, Letter fram
G.J. Vogt, Chief, Tariff Division, to Antonio Yanez, Executive Director, NECA,
dated Dec. 30, 1992.)

2NECA collects the USF rate fram the largest interexchange carriers (IXCs)
on the bagis of each IXC's total mmber of presubscribed lines. NECA then
distributes these funds to LECs whose average loop costs exceed the national
average by a certain margin.

3The LEC corrections were made in response to Responsible Accounting
Officer Letter No. 21, Classification of Remote Central Office Equipment for
Accounting Purposes, DA 92-1091 (Chief, Accounting and Audits Div. Com. Car.
Bur. rel. Aug. 7, 1992), revised, DA 92-1225 (Sept. 8, 1992).




requirement is artificially inflated.? The Bureau concluded that based on our
review of the transmittals, the concerns raised by petitioners, and NECA’'s
respanse, the transmittals may contain unreasonably high rates. We therefore
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we designaté the iésues to be investigated and establish a pleading cycle.

IT. ISSUES DESIGNATED FOR INVESTIGATION

A. Is the USF rate established in Tranamittals 518 and 527 excessive due to
resizing procedures employed by NECA?

2. Our initial analysis of NECA’'s resizing procedure reveals a methodology
that may. unreasonably inflate the USF reverue requirement. NECA has conducted
bi-anmual "resizing" of the USF since 1989,% in order to "true-up" the USF
revenue requirement. NECA uses resizing to adjust charges to interexchange
carriers to reflect corrections to LECs’ historical data.® The current USF
payout to a campany may change to reflect a retrospective revision to a
particular cawpany’s data. Campanies which revise their costs upward receive a
larger USF payout. However, these revisions generally have not resulted in
NECA correcting the national average loop cost so as to change payouts for the
relevant year to camwpanies other than the revising campany. LECs that do not
file revisions are thus insulated fram changes in their USF payments. It is
our understanding that if NECA had calculated a new payout to all campanies on
an anmal basis, the USF revemue requiramtwouldhavebeenredlcedby$58
million for data year 1989 {used to campute 1991 USF rates), $9.3 million for
data year 1990 (used to campute 1992 USF rates), and $300 thousand through
December 1991.7 The record also raised questions with respect to how NECA
audits data to identify possible data errors and corrections that affect
resizing to the national average locp cost.

3. To assist in our resolution of this issue, we direct NECA to provide the

4gee Suspension Order at paras. 3-10 for a summary of AT&T's and MCI’s
arguments and NECA’s responses to those arguments.

Sgee MIS and WATS Market Structure, Amendment of Part 67 (New Part 36) of
the Comission’s Rules and Establishment of a Federal-State Joint Board, 3 FCC
Rcd 5518, 5529 (1988). NECA’s resizing procedure is not codified in the
Comisgion’s rules. .

SNECA also mekes quarterly and other adjustments based on quarterly
revisions filed by LECs. See 47 C.F.R. § 36.612.

7See letter fram John A. Ricker, NECA, to Mark Uretsky, FCC (Jarwary 11,
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following information:8

(a) Provide the most current version of USF data, in the same detail as data
submitted to the Industry Analysis Division in NECA’s October 1, 1992 filing
of 1991 study results, for each of the years 1989, 1990 and 1991. ° ‘

(b) List and describe the types of adjustments made to the USF revemue
requirement, for example, quarterly, resizing and others.

(c) Explain the conditions under which NECA recalculates the national average
loop cost for purposes of resizing, separately describing those conditions
resulting in changed USF payout only to revising campanies fram those resulting
in potential changes to all campanies.

(d) Provide all written intermal procedures used to initiate new payouts due
to resizing, for all campanies based on a revision sukmitted by a single
campany .

(e) For each situation listed in (c), explain the legal authority upon which
NECA relies to determine whether to recalculate the national average loop cost

for resizing purposes.

(f) Describe the legal and/or practical distinctions which justify different
procedures between NECA’s cammon line pool, where revisions to historical data
result in adjusted payouts for many campanies, and resizing of the USF furd.

(g) For the USF data years 1984 through 1991, list the total dollar amount,
if any, that the USF would have changed if the national average locp cost had
been recalculated each time a coampany revised its data.1l0 “Include amounts
related anly to resizing. List the dollar amounts for each year, by campany.ll

(h) Describe in detail any limits on the number of years NECA keeps books of
account cpen for purposes of resizing. Describe whether NECA distinguishes
among types of cawanies in detemmining which years’ data should be used for
resizing, and if so, the characteristics by which campanies are treated
differently. ’

8tn responding to questions in this order, NECA should include references
to any relevant documents, including, but not limited to, intermal procedure
maruals, intermal records required by those procedures, and contracts with
carriers.

9Please submit this information, in ILotus 1-2-3, Release 3.1 format, on
either 5-and-1/4 or 3/and-1/2 inch high density floppy disk.

10please provide this information in the chart format contained in the
Letter fram John A. Ricker, NECA, to Mark Uretsky, FCC (January 11, 1993).

111n addition to the paper copies, please submit one copy of this chart in
Lotus 1-2-3, as described in note 9, supra.



(1) Describe, both generally and in particular with respect to allocations to
Category 4.13, how NECA detects errors made by reporting campanies and what
actions it takes to correct those errors. Describe the cbligation NECA's
procedures arxd the Cammission’s Rules create for campanies to report to NECA
accounting errors and corrections thereto, for companies that receive USF funds
and those that do not. Explain any effect on the USF revemue requirement
caused by such errors and their correction, as reflected in Transmittals 518
and 527.

B. If the Buream requires NECA to revise its procedures with respect to the
mational average logp cost as a result of this investigation, should this
ruling be applied retroactively, and if so, how far back?

IITI. PROCEDURAL MATTERS

7. This investigation will be conducted as a notice and cament proceeding.
CC Docket No. 93-123 has been assigned for this purpose. NECA shall file its
direct case no later than May 26, 1993. The direct case must present NECA’s
position with respect to the issues described in this Order. Pleadings
respanding to the direct case may be filed no later than June 23, 1993, and
must be captioned "Opposition to Direct Case" or "Camrents on Direct Case."
NECA may file a "Rebuttal" to oppositions or camments no later than July 7,
1993.

8. An original and seven copies of all pleadings must be filed with the
Secretary of the Commission. In addition, one copy must be delivered to the
Camiission’s camercial copying firm. ITS, Roam 246, 1919 M Street, N.W.,
Washingtan, D.C. 20554. Also, one copy of each pleading must be delivered to
the Tariff division, Roam 518, 1919 M Street, N.W., Washington, D.C. 20554.

9. 'This is a non-restricted notice and coment proceeding. Ex parte
presentations are permitted, except during the Sunshine Agenda period, provided
they are disclosed as provided in Comnission rules. See generally 47 C.F.R.
Sections 1.1202, 1.1203 and 1.1206(a).

10. All relevant and timely pleadings will be considered by the Cammission.
In reaching a decision, the Commission may take into account information and
ideas not contained in pleadings, provided that such information or a writing

containing the nature and source of such information is placed in the public
file, and provided that the fact of reliance on such information is noted in
the Order.

11. The investigation established in this Order has been analyzed with
respect to the Paperwork Reduction Act of 1980 and found to contain no new or
modified form, information cellection, or record-keeping, labeling, disclosure
or other record retention requirements as contemplated under the statute. See
44 U.S.C. Section 3502(4) (4).



IV. ORDERING CILAUSES

12. IT IS ORDERED, pursuant to Sections 4(i), 4(3j), 201(b), 203(c), 204(a),
205, and 403 of the Communications Act, 47 U.S.C. Sections 154(1), 154 (3),
201 (b), 203(c), 204(a), 205, and 403, that the issues set forth in this Order
ARE DESIGNATED FOR INVESTIGATION.

13. IT IS FURTHER ORDERED that National Exchange Carriers Association shall
include a response to each item of information requested in Section II, gupra,
in its direct case, and that the material to be submitted on floppy disk format
in response to information request (a), must be filed at the Tariff Division,
Tariff Review Branch, Room 514, 1919 M Street, N.W., Washington, D.C. 20554.

14. 1IT IS FURTHER ORDERED that this Order is effective upon adoption.

FED COMMUNICATIONS COMMISSION

ryl . 1rit
Chief, Common Carrier Bureau



